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STATE PLAN FOR MEDICAID PROVIDERREIMBURSEMENT 

Long-term Care including Intermediate Care Facilities for the Mentally Retarded 

Long-term care services and intermediate care services for the mentally retarded are paid for 
Medicaid recipients by means of rates determined in accordance with the following principles, 
methods and standards whichcomplywith42CFR 447.250 through 477.272. Assurances, 
findings and related information required by 42 CFR447.253 and 447.255 have been transmitted 
separately and are not included inthe description of the following payment methodology. 

I. Introduction: 

Rate setting principles and methodsare contained in Alaska Statutes 47.07.070 
47.07.900 and administrativeregulations in Alaska Administrative Code 7 AAC 43. 

Data sources usedbyMedicaid Rate Advisory Commission (Commission) and the 
Department of Health and SocialServices (Department) are the following: 

1. 	 Medicare Cost Reports for the facility’s fiscalyear ending 24 months before the 
beginning of the facility’s prospective rate year. 

2. 	 Budgeted capital costs, submittedby the facility and reviewed and adjusted by the 
Department as appropriate inaccordancewith Section 11, for the rate year on 
capital projects or acquisitions which are placed in service after the beginning of 
the base year and before the end of the rate year and for which an approved CON 
(Certificate of Need) has been obtained. 

ACON is required for certain expenditures of $1,000,000 or more. Some 
situations requiring a CONinclude major alterations or additions to buildings, any 
addition or elimination of a major type of care in or through a facility, and any 
change in licensed bedswithina twoyearperiod amounting to 10beds or 10 
percent of total beds. 

3. Operating budgets, as applicable, submittedbynewMedicaidproviders. 

4. 	 Historical financial and statistical information submitted by facilities for past rate 
setting years. 

5. Utilization andpayment history provided by the Division of Medical Assistance. 

TN No. 97-09 ApprovedDateApril 19,2001 Effective Date July 1,1997 
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11. Allowable Costs: 

Allowable costs are documented costs that are ordinary and necessaryin the delivery of a 
cost effective service. Allowablecostsarethosewhich directly relate to Title XIX 
programrecipients.Theyarecostswhichmust be incurredby an efficientlyand 
economically operated provider. Costs would include those necessary to conform with 
the state and federal laws, regulations, and quality and safety standards. 

Most of the elements of Medicaid allowable costs are defined in Medicare and reported, 
subject to audit, on the MedicareCostReport. The following items are possible 
adjustments from financial statement classifications to Medicaid classifications, and may 
be reflected either within the Medicare Cost Report or elsewhere in the Medicaid cost 
finding process. 

* return on investment is notanallowable cost foranyfacility. 

* advertising cost is allowableonlyto the extentthat the advertising is directly 
related to patientcare. The reasonablecost of only the following types of 
advertising and marketingis allowable: 

- announcing the opening of or change of name of a facility. 
- recruiting for personnel. 
- advertising forthe procurement orsale of items. 
- obtaining bids for constructionor renovation. 
- advertising for a bond issue. 
- informational listing of the provider in a telephonedirectory. 
- listing a facility’s hours of operation. 
-	 advertising specifically required as partof a facility’s 

accreditation process. 

* nursing staff in a long-term care facility is allowable as a routine cost only. 

compensation and associated providing care to* 	 physician costs charges with 
patients are not included as an allowable cost. 

* 	 medicalservices which a facility is notlicensedtoprovide are notincluded as an 
allowable cost. 
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* 	 costs not authorized by a certificate ofneedwhena certificate of need is required 
are not included as allowable costs. 

* 	 pharmaceutical supplies andmaterialspaidunder other programs are not included 
as an allowable cost. 

* 	 management fees or home office costswhich are not reasonably attributable to the 
management of a facility. 

Allowable patient related costs include wages, salaries, and employee benefits, purchased 
services, supplies, utilities, depreciation, rentals, leases, taxes, excluding local, state and 
federal income taxes, interest expense. A facility must reduce operating costs by the cost 
of all activities not directly related to health care. Other specific nonallowed costs are 
bad debts, charity, contractual adjustments and discounts taken by payers. 

A Certificate of Need is requiredforcertain expenditures of $1,000,000 or more. 
Situations requiring a CON include major alterations or additions to buildings, any 
addition or elimination of a major type of care in or through a facility, and any change in 
licensed beds within a two year period amountingto 10 beds or 10 percent of total beds. 
If a certificate of need is required on assets purchased after July 1, 1990, the amount of 
capital costs includedin the rate calculation willbelimited to the amounts described 
within the certificate of need application and other information the facility provided as a 
basis for approval of the certificate. In determining whether capital costs exceed those 
amounts approvedundera certificate of need, and for determining the maximum 
prospective per diem rate approvedundera certificate of need, the Department will 
consider: 

(1) 	 the terms of issuance describing the nature andextent of the activities 
authorized by the certificate; and 

(2) 	 the facts and assertions presented by the facility within the application and 
certificate of need review record,including purchase or contract prices, the 
rate of interest identified or assumed for any borrowed capital, lease costs, 
donations, developmental costs, staffing and administration costs, and 
other information the facilityprovidedasa basis for approval of the 
certificate of need. 

111. Inflation Adjustments: 
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Allowable costs are determined by adjusting base year data. Base year data will be the 
allowable operating costs excluding capital costs in the facility's fiscal year ending 24 
months before the prospective rate year. For example, facilities whose fiscal year began 
July 1, 1997, the most current or fiscal year would be the fiscal year beginning July 1, 
1994. The allowable base year costs are adjusted for inflation. Inflation is calculated 
annually using projected inflation indices developed based ondata available in May prior 
to the facility's fiscal year beginning. 

Substantial amounts of different economic and inflationary data sources are utilized to 
arrive at the most accurate Alaska inflationary factor possible. National inflation 
projections and economic trends such as those published by DataResources, Incorporated 
andACCRA (cost of living index) are utilized. Regional inflationary data that the 
Department has available is given consideration during the evaluation of inflation rates to 
be set. In addition to the published economic and inflationary reports considered in the 
analysis, the Department also considers recommendations of the Medicaid Rate Advisory 
Commission in the development of the inflation factors. Inflation is projected on a 
compound rate over a three year period of time. Inflation forecasts are developed based 
on anticipated changes in inflation using a HCFAtype market basket. 

The inflation factors applied to the long-term care services are as follows: 

The three year average compounded inflation rate will be 7.2%. 

Inflation rates for the following years willbe used: 

2.1% 	 1996 
1997 2.4% 
1998 2.5% 

Compounding of inflation factors create a situation where the total is greater than the 
three years inflation factors. The adjustment then allows the inflation factors to be used 
independently. This results in allowable increases of costs attributed to inflation between 
1996 and 1998of 7.2%. 

IV Determination of Payment Rates: 

The prospective payment rate for long-term care facilities is a single per diem rate with 
identified base capital and acquisitions which are placed in service after the beginning of 
the base year and before the end of the rate year and for which an approved CON has 
been obtained, routine and ancillary components. Ancillary costs include physician 
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